INTERNATIONAL 
Financial News Survey 


Vol. XII, No. 10 


INTERNATIONAL MONETARY FUND 


September 4, 1959 


Report on the Working of the U.K. Monetary System 


The report on the working of the U.K. monetary 
system, prepared by the committee under the chair- 
manship of Lord Radcliffe and the first full-scale study 
in nearly thirty years of Britain’s monetary mechanism, 
generally approves the present financial structure while 
recommending several changes in the relationship 
between the Bank of England and the Treasury. The 
committee decided to try “to put on record . . . the 
main ideas that emerge from a study” of the report, in 
place of a summary of recommendations which, enu- 
merated by themselves, would not do justice to the 
ideas that the committee wishes to convey. This deci- 
sion resulted from the committee’s belief that “the 
successful use of monetary policy depends in the end 
upon a clear perception of a few underlying concepts 
which are basic to financial conditions in the modern 
economy.” Five “main ideas” are set out. 

Monetary measures, the report says, are aimed at 
the level of demand, “but by their nature they are 
incapable by themselves of having an effect sufficiently 
prompt and far reaching for their purpose, unless 
applied with a vigour that itself creates a major emer- 
gency.” They are “not so much a policy in themselves 
as a part of one general economic policy which includes 
among its instruments fiscal and monetary measures 
and direct physical controls. There is no prescription 
which determines the proportion in which at any one 
period these measures should be combined.” 

The factor that monetary policy should seek to influ- 
ence or control “is nothing less than the state of liquid- 
ity of the whole economy.” The behavior of the 
economy, the report explains, is influenced by the 
relative liquidity “of potential spenders at any one time, 
and thus, at one remove, by the liquidity of those who 
might act as lenders to them or subscribers to their 
funds.” All types and groups of financial institutions 
have had to be considered, because “the financial insti- 
tutions of this country . . . are competing in a single 
market for credit.” 

The proper way for monetary policy to affect finan- 
cial conditions and eventually, through them, the level 
of demand is to influence the structure of interest rates. 
This influence can be exerted through the management 
of the national debt, which is “an instrument of singular 
potency.” “In our view,” the report says, “debt man- 
agement has become the fundamental domestic task of 


the central bank.” The monetary authorities cannot be 
neutral in handling this task. “They must have and 
must consciously exercise a positive policy about inter- 
est rates, long as well as short, and about the relation- 
ship between them.” 

The committee attributes “to operations on the struc- 
ture of interest rates a widespread influence on liquidity 
and a slower, more partial, influence on the demand 
for capital,” but believes there is no room for advocat- 
ing the merits of any one form of control at the expense 
of another. “What is needed is a constant and profound 


diagnosis of the state of the economy .. . and a clear 


perception of the likely effects, indirect as well as direct, 
of any particular measures.” 

Apart from interest rates and prescribed ratios as 
to the distribution of assets, the committee considers 
only three monetary regulators deserving of serious 


attention “under conditions that are less than those of 
real emergency.” They are control of international cap- 
ital movements, control of the terms of hire-purchase 
credit, and, in certain circumstances, control over lend- 
ing by financial institutions other than the banks (for 
the purpose of financing purchases of houses, for 
example). 

The last “main idea” listed in the report is concerned 
with the external assets and liabilities which are an 
integral part of the British economy and its financial 
system and, by their movements, have a direct influ- 
ence upon the state of its liquidity. The United King- 
dom, the report says, undoubtedly needs higher inter- 
national reserves “in order to secure for itself more 
freedom in the pursuit of one or more of its national 
objectives.” 

Possible methods of obtaining such freedom, how- 
ever, are subject to two qualifications. The United 
Kingdom is the financial center of the sterling area and 
cannot limit or reduce the use of sterling as a means of 
international exchange. Secondly, the United Kingdom 
is “under the obligation of acting as a responsible 
member of the society of nations” and cannot therefore 
consider a unilateral increase in its international reserves 
as the main method of achieving more freedom. “Our 
chief reliance,” the report says, “must be upon increas- 
ing the resources and through them the facilities of 
international organizations for the provision of credit.” 
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The report gives a more detailed agcount of the com- 
mittee’s views on the way in which monetaty measures 
work in the British economy today in a chapter entitled 
“The Influence of Monetary’ Measures.” The-steps in 
the argument about these measures are summarized as 
follows: 

(1) The immediate objective of monetary action is 
to affect the level of total demand. 

(2) Although aimed at total demand, any monetary 
measures will have inescapable “directional effects”; 
these have to be taken into account wnen the choice of 
monetary measures is considered, though upon occasion 
they may be regarded as positive advantages. The 
“directional effects” arise because “monetary measures 
operate upon total demand by means that disturb some 
institutions and some people more than others,” and 
necessarily have more effect upon some channels of 
activity than upon others. Sometimes “directional 
effects” are desired for their own sake (a cut in imports, 
for example, imposed in order to improve the balance 
of trade), but more often they are disadvantageous, “as, 
for example, when the application of a general mone- 
tary restriction creates hindrances to economic in- 
novation.” 

(3) In theory, monetary action may work upon total 
demand by changing “the interest incentive”—that is, 
by raising or lowering the cost of holding stocks or, 
more clearly, capital goods with a long life—but the 
committee believes that “only very limited reliance can 
be placed on this.” A more important influence is the 
availability of funds to borrowers through particular 
channels. An interest charge is one of a number of 
factors to be weighed in th: balance when an investment 
decision is being made, and even a sharp change in this 
item may easily be obscured by other factors; “but if 
the money for financing the project cannot be got on 
any tolerable terms at all, that is the end of the matter.” 

(4) Monetary action, therefore, works more cer- 
tainly upon total demand by altering the liquidity posi- 
tion of financial institutions and of firms and people 
desiring to spend on real resources; the supply of 
money itself is not the critical factor. Decisions to spend 
on goods and services—that is, those which determine 
the level of total demand—are influenced by the 
liquidity of the spenders; this in turn depends not only 
on the amount of cash they already control but also 
(and perhaps more) on their ability to borrow addi- 
tional cash. 

(5). For this reason, the committee reviewed the 
“private sector’ (the joint stock banks and other finan- 
cial institutions) and found that “the sources of liquid- 
ity are multifarious and the ease of substitution high.” 

(6) This conclusion might suggest the need for “a 
highly complex system of controls of liquidity.” The 
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committee, however, believes that the*use Of such con- 
trols would. be inefficient (as well ag administratively 
burdensome ) because “the further growth of new finan- 
cial institutions would allow the ~situation ‘continually 
to slip from under the grip of the authorities.”” The 
review of the private sector showed, the report says, that 
“movements in interest rates: have significant effects on 
the liquidity structure.” 

(7) The authorities thus have to regard the struc- 
ture of interest rates rather than the supply of money 
as the centerpiece of the monetary mechanism. “This 
does not mean that the supply of money is unimpor- 
tant, but that its control is incidental. . . .” 

(8) The behavior of the banks is of special interest 
to the monetary authorities, bécause “as the most acces- 
sible lenders, they are peculiarly important in the total 
liquidity position.” But this special interest is concen- 
trated on the level of bank advances rather than the 
level of bank deposits. If a monetary authority “in a 
tight corner” decides to strike directly at the banks, it 
should strike at bank advances. 

(9) If the monetary authorities are unable for any 
reason to manipulate interest rates freely, they may 
“decide to strike directly at other vulnerable points in 
the liquidity structure.” The capital issues control and 
the control of hire-purchase finance are recent examples 
of such measures in the United Kingdom. But the 
report emphasizes that “the further they go in using 
these controls, the more the authorities are imposing on 
the economy particular directional effects, and the less 
generalized are the effects on the level of general 
demand.” 

After considering some possible developments in the 
1960's, the committee decided to assume that the econ- 
omy of the United Kingdom in the next decade “will, 
in the relevant ways, be more like that of the 1950's 
than like that of any earlier period.” In forming: this 
view, however, the committee had some doubts.’ The 
principal ones were whether world prosperity would be 
at such a consistently high pitch as in the years to 1957, 
whether the demand for capital in the private sector 
would be as strongly and consistently maintained, and 
whether the private sector generally, and especially the 
parts growing most rapidly, could continue to be com- 
paratively independent of financial conditions. 

The committee then considered what use should be 
made of monetary measures in controlling the economy 
in the coming years.. The review, the report says, “has 
not led us to any positive and simple, recommenda- 
tions.” On the negative side, the committee cannot 
recommend any substantial change in the rules under 
which the banks operate; it does not regard the capital 
issues control as useful in ordinary times, and it believes 
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that “there are narrow limits to the usefulness of hire- 
purchase controls.” 

The authorities could make more deliberate. use of 
interest rates, and they could exercise an influence on 
rates through the management of the mational debt. 
But “when all has been said on the possibility of mone- 
tary action and of its likely efficacy, our conclusion is 
that monetary measures cannot alone be relied upon to 
keep in nice balance an economy ‘subject to ‘major 
strains from both Without and within. Monetary meas- 
ures can help, but that is all.” 

Direct controls and fiscal measures are other meth- 
ods of influencing the total pressure of demand. The 
committee lists some of the disadvantages of such 
direct controls as were used extensively in and immedi- 
ately after the war, but adds that there are “particular 
selective controls which could restrain demand at such 
vital points as to be useful in influencing the state of 
the economy as a whole.” The control of building is 
given as an example. In some circumstances, “reinstate- 
ment of a control of this kind might’ be preferable to 
exclusive reliance on monetary measures.” 

It appears, says the’ report in concluding this review, 
that “our community has to make up its mind to use in 
combination, and probably with changing degrees of 
emphasis, three groups of measures all of which have 
substantial disadvantages.” One of the outstanding dis- 
advantages of monetary measures is that the less objec- 
tionable they are in other respects, the slower they are 
to achieve their effects. 

If economic diagnosis could be prompter and more 
accurate, more reliance could be placed on ‘monetary 
measures, among others, for achieving the ends of 
economic policy. In this connection, the need for more 
economic statistics and for amore refined use of them 
in diagnosing ‘economic: developments is stressed fre- 
quently in the ‘report, and a chapter is devoted to 
detailed consideration ‘of the statistics required. 

Turning to the international aspects of the monetary 
system, the report emphasizes that the fact ‘that the 
United Kingdom is part of an international community 
allows it to profit from its trading relationships with 
other countries and to pursue, in active Cooperation 
with them, the objective of economic growth, which is 
one of the principal aims of domestic policy. But this 
dependence on transactions with other countries also 
imposes limitations on the use of the monetary and other 
measures by which other domestic dims, such as full 
employment or price stability, can be secured. 

The limitations, which are of two kinds, arise first 
from the fact that the overseas trade sector of the econ- 
omy is liable to fluctuations like: any other sector, but 


that these fluctuations are commonly outside the control 
of the U.K. authorities. The importance of the fluctua- 
tions) is evident “in a country where more than one 
worker in three in manufacturing industry is producing 
against orders from abroad and 4s. out of every £1 
spent by consumers goes on imported goods and 
services,” 

The second principal limitation ‘on the powers of 
the authorities is said to arise out of the need to preserve 
a balance between receipts and payments in the aggre- 
gate of foreign transactions. Any eventual deficit has 
to be settled either by drawing on the gold reserves or 
by using any available international line of credit. Since 
the war, the central reserves have been “extremely low” 
and have “afforded a very inadequate buffer between 
changes in the balance of payments and domestic mone- 
tary policy.” The main turns in policy have been 
largely forced on the authorities by movements in the 
reserves, whether or not the domestic situation needed 
corrective action at the time or.through the measures 
selected. 

The study, in some detail, of the teserves: and their 
functions. and also of the external ‘liabilities “which 
constitute one of the main reasons: for ‘holding . 
reserves” leads the committee to conclude that an 
increase im reserves should have priority over a reduc- 
tion in liabilities, “so long as there is no special danger 
of a general shortage of international liquidity.” 

No doubt, the report adds, the United Kingdom has 
little freedom of choice between increasing, its, reSetves 
or reducing its liabilities, as “the decision is largely 
governed by the willingness of other countries to hold 
sterling.” But, an increase in reserves marks a strength- 
ening of the position.of sterling less ambiguously than 
a decline in sterling balances “and would be. so inter- 
preted by. financial opinion,” 

After considering the problems of international 
liquidity. and internationalbalance, the committee em- 
phasizes that it attaches great importance to. the 
strengthening of the International Monetary Fund, 
although this must depend:on at least a considerable 
number of currencies which are at present inconvertible 
becoming convertible in the sense of Article VIII of 
the: Fund’s Articles of Agreement. The committee 
endorses the U.K. pursuit of convertibility of sterling 
since the war, “since it is an important United Kingdom 
interest that trade should be as free from: discrimima- 
tion as possible,” but it “could not recommend that the 
United Kingdom should foreswear the use of discrimi- 
nation in all circumstances.” The committee thought 
that before accepting the obligations of Article VU 
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“the United Kingdom should seek to obtain the agree- 
ment of fellow members of the International Monetary 
Fund that the Fund’s approval for the use of discrim- 
inatory measures should not be withheld in conditions 
in which there is a persistent and substantial move- 





Increases in Fund Quotas 


As of September 1, letters of consent to increases 
in their quotas in the International Monetary Fund had 
been received from 29 member countries, whose quotas 
are equal to 69.52 per cent of total Fund quotas as of 
January 31, 1959. For the resolutions on enlargement 
of Fund resources to become effective (see this News 
Survey, Vol. XI, p. 205), participation by members 
whose quotas represent 75 per cent of the January 31 
total is required. 

The gold payments required to make an increase in 
quotas effective have been made by Australia, Ecuador, 
the Federal Republic of Germany, Guatemala, Iceland, 
Ireland, Japan, Norway, Sweden, the Union of South 
Africa, the United Kingdom, and the United States; and 
currency payments have been received from Ecuador, 
Germany, Guatemala, Iceland, Ireland, Sweden, the 
Union of South Africa, the United Kingdom, and the 
United States. Of those members proposing to pay 
their increases in installments, the first installments of 
the gold and currency payments have been received 
from Ethiopia, and the first installment of the gold 
payment from Malaya. 


IBRD Bond Issue 


The International Bank for Reconstruction and 
Development has arranged the sale, entirely outside the 
United States, of a $100 million issue of U.S. dollar 
bonds. The sale was made by private placement with 
62 institutional investors in 34 countries, and indicates 
a further broadening of the international market for 
IBRD bonds. 

The new bonds will be known as the “Two Year 
Bonds of 1959” and will carry interest of 43%4 per cent, 
payable semiannually, with the first payment due on 
March 15, 1960. The issue is dated September 15, 
1959 and matures September 15, 1961. 

Keen interest was shown in the new issue, and total 
subscriptions received were more than double the prin- 
cipal amount of bonds to be sold. Requests for bonds 
were received from institutions that had not previously 
bought Bank obligations and from buyers in 8 countries 
where Bank bonds had not been held before. Purchasers 
included central banks, government special accounts, 
and privately owned commercial banks, insurance com- 
panies, and corporations. 


ment of gold and foreign exchange to a single country 

or group of countries.” 

Sources: Report of the Committee on the Working of 
the Monetary System (Cmnd. 827), and The 
Times, August 20, 1959, London, England. 


The countries where buyers purchased the new bonds 
are Australia, Austria, Belgium, Burma, Canada, 
Colombia, Denmark, Ecuador, El Salvador, Ethiopia, 
Finland, France, Germany, Ghana, Greece, Iceland, 
India, Iran, Iraq, Israel, Italy, Japan, Luxembourg, 
Malaya, Mexico, the Netherlands, Norway, Sweden, 
Switzerland, Thailand, the Union of South Africa, the 
United Kingdom, Viet-Nam, and Yugoslavia. 

On completion of the current transaction and after 
allowance for retirement of $50 million of Five Year 
2% Per Cent Bonds placed abroad in September 1954, 
the total outstanding obligations of the IBRD will 
amount to about $1,950 million, of which about $1,640 
million is denominated in U.S. dollars and some $310 
million in Belgian francs, Canadian dollars, deutsche 
mark, Netherlands guilders, sterling, and Swiss francs. 

About half of the Bank’s outstanding debt is held by 
investors outside the United States. Included in the 
holdings of these investors, in addition to non-dollar 
obligations, are some $650 million of the dollar bonds 
and notes of the Bank, or about 40 per cent of its total 
U.S. dollar obligations. 


Source: International Bank for Reconstruction and 
Development, Press Release, Washington, D.C., 
August 31, 1959. 


IFC Investment in Colombia 

The International Finance Corporation (IFC) an- 
nounced on September 1 agreement to invest $1 million 
in Fabrica de Galletas y Confites Noel S.A., a company 
in Medellin, Colombia. The company, which produces 
biscuits and crackers, candy, and alimentary pastes, is 
completing a wholly modern, air-conditioned plant. The 
facilities, when completed, will make it possible to 
increase production progressively to about 12,000 tons 
annually, an increase of more than 50 per cent. 

The total cost of the project is estimated at about 
$2.4 million. The IFC contribution will be in U.S. 
dollar notes, bearing 6 per cent interest and maturing 
by 1969; additional interest will be payable on a defer- 
ment plan related to profits. IFC also receives an option 
on shares of the company. The IFC commitment is 
subject to completion of the necessary legal formalities. 
Source: International Finance Corporation, Press Re- 

lease, Washington, D.C., September 1, 1959. 
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Europe 


Belgian Claim on EU 


When the European Payments Union (EPU) was 
terminated on December 28, 1958, Belgium’s net claim 
on the Union (including participations in the special 
credits to France) was about $160 million (BF 8,000 
million); this was reduced to some $140 million 
(BF 6,992.1 million) following payment to Belgium of 
nearly $20 million, its share in the EPU gold assets 
which were distributed to creditor countries. A large 
part of this claim had been converted into bilateral 
agreements concluded earlier, providing for monthly 
repayments which will liquidate the claims by 1963; 
and the remainder was to be converted into bilateral 
claims and debts in accordance with the liquidation pro- 
visions of the EPU. In the period from January 16 to 
August 17, 1959, Belgium received $48 million 
(BF 2,405.5 million) of repayments; therefore, its 
claim on the EPU was reduced to $92 million 
(BF 4,586.6 million). This is, however, a net figure; 
claims totaled some $152 million (BF 7,576.9 million) 
against various countries, chiefly France and the United 
Kingdom, and its debt was about $60 million 
(BF 2,990.3 million) to the Federal Republic of Ger- 
many. There is disagreement between Belgium and 
Germany as to whether this debt should make up for a 
Belgian claim against Germany dating back to World 
War L. 

Source: Agence Economique et Financiére, Brussels, 
Belgium, August 20, 1959. 


Blocked Accounts in Denmark 


The regulations concerning the utilization of blocked 
krone accounts in Denmark will be eased as of Sep- 
tember 1. Hitherto, the transfer of capital originating 
from inheritances and dowries has been permitted freely 
to the United States, the United Kingdom, and the Scan- 
dinavian countries, and a maximum of DKr 75,000 
per account holder per year to other countries; for 
other capital, the transfer of an amount up to a maxi- 
mum of only DKr 25,000 per account holder a year 
has been permitted. Starting September 1, however, up 
to DKr 75,000 a year of all blocked accounts may be 
transferred freely. But Danish emigrants to countries 
other than the United States and the Uniscan countries 
will still have to wait three years before they acquire 
nonresident status. 

The new rules are not expected to result in a large 
increase in capital transfers, but the increased transfer- 
ability of the Danish krone may lead to increased con- 
fidence and some capital inflow. 

Source: Norges Handels og Sj@fartstidende, Oslo, Nor- 
way, August 24, 1959. 


Investments and Gross National Product in Sweden 


Investments in Sweden increased by an average of 
5% per cent per annum during the period 1952-58, 
compared with somewhat more than 3 per cent in the 
period 1946-52, according to a survey published by the 
Swedish Institute of Economic Research. Over the past 
six years, gross investments have amounted to approxi- 
mately 30 per cent of the gross national product at 
current prices. 


Total gross investments in 1958 increased by 6 per 
cent at constant prices. The volume of residential build- 
ing rose by 4 per cent, although the number of dwellings 
completed declined. Private gross investment, exclud- 
ing dwellings, increased by 8 per cent. Industrial invest- 
ments proper rose by 11 per cent, investments in power 
plants by 28 per cent, in communications by 5 per cent, 
and in trade by 7 per cent, whereas agricultural invest- 
ments dropped by 2 per cent. 

Public consumption rose by 7 per cent at constant 
prices, while private consumption increased by 6 per 
cent at current prices and by 2% per cent at constant 
prices. 

The gross national product at constant prices was 
about % per cent greater than in 1957. Output in 
manufacturing remained unchanged during the year, 
while construction increased by about 5 per cent, and 
the net contribution of agriculture declined by about 1 
per cent. In 1957, the gross national product rose by 
4 per cent, and in 1956 by 3% per cent. 


Source: Swedish-International Press Bureau, Bulletin, 
Stockholm, Sweden, August 28, 1959. 


Iceland and European Market Plans 

In a recent statement to the Althing, Iceland’s Min- 
ister of Commerce, Mr. Gylfi Gislason, stated that the 
European Common Market and the proposed “Outer 
Free Trade Area” would have detrimental effects on 
Icelandic exports of fish and fish products. At present, 
it seems that Iceland cannot possibly join either of the 
two groups; but if a free trade area comprising all 
OEEC members should come into being, there would 
be strong arguments in favor of Iceland’s becoming a 
member provided the regulations regarding fish were 
acceptable. If negotiations for such a free trade area 
do not materialize, the Icelandic Government might try 
to negotiate with the main trading partners or with the 
trading associations themselves in order to prevent both 
difficulties in trading with the members and an impair- 
ment of Iceland’s commercial position. 
Source: Ministry of Commerce, Press Communiqué, 

Reykjavik, Iceland, August 12, 1959. 
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Spanish Exchange Control Requiations 

In accordance with regulations issued recently by the 
Spanish Ministry of Trade, implementing the provisions 
of Decree Law of July 21, 1959 (article 6), the follow- 
ing currencies have been determined as eligible for 
quotation and therefore negotiable in the exchange 
market: Danish kroner, Norwegian kroner, Swedish 
kronor, deutsche mark, Canadian dollars, U.S. dollars, 
Dutch guilders, Belgian francs, French francs, Swiss 
francs, sterling, Italian lire, and Austrian schillings. 
Holdings of such currencies by Spanish nationals resid- 
ing in Spain may be sold on the exchange market, where 
operations will be carried out by 48 authorized banks 
on behalf of the Spanish Foreign Exchange Institute, at 
rates free to fluctuate within the limits fixed daily by 
the Institute. Transactions on the exchange market will 
include banknotes, credit documents, and bank trans- 
fers. The authorized banks may sell foreign currency to 
those holding declarations of ‘imports of liberalized 
goods or having official authorization to effect a pay- 
ment abroad. They will also be free to sell their hold- 
ings in foreign banknotes abroad against any of the 13 
negotiable currencies. Currencies which have not been 
specified as negotiable in the exchange market must be 
sold to or bought from the Institute at buying and sell- 
ing rates to be fixed daily by the Institute. 


Source: The Times, London, England, August 29, 
1959. 


German Interest Rates 

Quotations for mortgage bonds in Germany, which 
for some time had been pegged with great difficulty at 
a fixed level, have recently shown some, movement. 
Contrary to previous declarations, German mortgage 
banks and institutional investors have secretly bought 
and sold on conditions which made illusory the pegged 
interest rate of 5 per cent at an issue price of 97.5. It has 
now been openly stated on German stock exchanges 
that there is little doubt that the 512 per cent mortgage 
bond will replace the 5 per cent bond. Whether the 
planned 5 per cent industrial bonds and some public 
loans, especially the expected large federal loan, will 
also have to be issued at 512 per cent has not yet been 
decided. In market circles, however, such a develop- 
ment is considered almost certain. Thus, for the first 
time since the end of 1957, interest rates in Germany 
clearly show a rising tendency. 


Source: Blick durch die Wirtschaft, Frankfurt am Main, 
Germany, August 29, 1959. 


Austrian Receipts from Tourism 

Austria’s foreign exchange receipts from tourism in 
the first half of 1959 amounted to the eqvivalent of 
S 2,020 million (US$77.7 million) or 21.5: per cent 


more than during the same period last year. The largest 

increase (32.7 per cent) was in receipts of deutsche 

mark, which reached the equivalent of S$ 1,184.3, mil+ 
lion and accounted for 58.6 per cent of the total 
receipts, compared with 53.7 per cent in the first half 

of 1958. Receipts of dollars were equivalent to. S$ 266.4 

million (about 13 per cent of the total), of Swiss francs 

to $ 180.0 million (about 9 per cent), and of sterling 
to $ 156.6 million (about 8 per cent). 

Austria’s trade deficit in the first half of 1959 
amounted to § 2,003 million; total (gross) receipts from 
tourism during that period were therefore slightly larger 
than the trade deficit. 

Sources: Wiener Zeitung, July 23, 1959, and Oster- 
reichisches Institut fiir Wirtschaftsforschung, 
Monatsberichte, August 1959, Vienna, Aus- 
tria. 


Middle East 
Sudan's Development Program 


Expenditure on development by the Sudan Govern- 
ment during the year ending June 30, 1960 is estimated 
at LSd 8.6 million, compared with actual expenditures 
of ‘LSd 16.3 million in fiscal 1958/59, LSd 16.4 mil- 
lion in 1957/58, and an average of LSd 8.1 million 
during the three-year period 1954/55-1956/57. The 
cutback is part of the Government’s effort to improve 
the country’s payments position. To reduce expendi- 
ture during the current fiscal year, the Government had 
to revise the target for the completion of the Managil 
Extension project. It is now planned to complete only 
half of the third phase of the project by June 1960; 
this would bring another 100,000 feddans, ‘instead of 
200,000, under cultivation in the Gezira area. The 
1959 /60 allocation toward the cost of the hydroelectric 
station at the Sennar dam and its ancillary installations 
is LSd 1 million, raising to LSd 1.6 million the funds 
thus far allocated to the project, whose entire cost is 
estimated at LSd 4.7 million. 


Source: Middle East Economic Digest, London, Eng- 
land, August 28, 1959. 


Exchange Rates in Israel 

The Ministry of Finance of Israel has announced the 
suspension as from August 19 of the subsidy of 400 
pruta per U.S. dollar on U.S. books, newspapers, peri- 
odicals, and phonograph records imported under the 
U.S. Informational Media Guarantee program. The 
exchange rate for these imports will thus be raised from 
1£1.400 to 1£1.800 per dollar (the official rate). The 
Ministry spokesman explained that, in view of the 
gradual decline in the U.S. allocations for the program, 
the Ministry believed that in the end it would have to 
allocate its own foreign exchange for these imports. 
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The last of Israel’s subsidies on imports has thus been 
abolished. Subsidies on imports of certain foodstuffs 
and drugs were abolished in 1957 and 1958. 

Source: The Jerusalem Post, Jerusalem, Israel, Au- 
gust 20, 1959. 


Price Stability in Israel 


Prices in Israel in the first half of 1959 were the most 
stable of any six-month period since the establishment 
of the State, according to Price Statistics, a new publi- 
cation of the Central Bureau of Statistics. Increases in 
both retail and wholesale prices were negligible for 
every category except fresh fruits and vegetables. 

The new cost of living index, which was' 100 when 
it was introduced in January of this year, was still 100 
in July. Intensive studies were made last year in the 
preparation of this index, which is considered to be 
much more representative of consumption in Israel 
today than the old index, constructed in 1951. One of 
the difficulties with the old index was that it was greatly 
affected by seasonal fluctuations in the prices of fruits 
and vegetables, which account for a significant part of 
consumer expenditure. Since wage adjustments to allow 
for changes in the cost of living were tied to this index, 
these seasonal fluctuations necessitated frequent adjust- 
ments of wages. 

Under an agreement with the Federation of Trade 
Unions at the beginning of this year, when the new 
index was introduced, prices of fruits and vegetables are 
included in the index for only January and July of each 
year; the figure used for these commodities is an aver- 
age of their prices over the preceding six-month period. 
If the index shows a rise of 3 per cent of more between 
January and July, a cost of living allowance has to be 
paid to wage earners. If fruit and vegetable prices had 
been included in the May index this year, the index 
would have reached 104, and under the old system the 
cost of living allowance would have been increased. 


Sources: The Jerusalem Post, Jerusalem, Israel, July 2 
and August 25, 1959. 


Far East 


Viet-Nam's Exports 

Viet-Nam’s exports during the first half of 1959 
amounted to VN$1,468 million, and it is expected that 
for the entire year they may be twice those in 1958, 
when they totaled VN$1,925 million. Exports of rub- 
ber during the first six months of 1959 were 44,774 tons 
valued at YVN$897 million, whereas for the full year 
1958 they had been only 67,500 tons valued at 
VN$1,242 million. Exports of rice and rice products 
in the half-year period this year amounted to 135,043 


tons valued at VN$512 million, against 117,106 tons 

valued at. VN$488 million for the full year 1958. 

Source: L’Information du Viet-Nam Economique et 
Financiére,; Saigon, Viet-Nam, August 6, 1959. 


Indonesian Monetary and Exchange Measures 


The Indonesian Government announced on Au- 
gust 24 a series of new measures aimed at combatting 
domestic inflation and improving the country’s exchange 
position. Under one of these measures, the value of all 
banknotes in circulation of denominations of Rp 500 
and Rp 1,000 has been cut by 90 per cent. Further- 
more, 90 per cent of all bank deposits in excess of 
Rp 25,000 have been frozen, and it is announced that 
these frozen deposits will constitute long-term loans to 
the Government. In addition to these measures for 
reducing the money supply, the Government has de- 
cided to apply a partial freeze to government workers’ 
salaries in excess of Rp 2,000 a month; and it is 
reported that the Government has requested private 
enterprises to take similar action. 

The principal measures taken in the exchange field 
are the abolition of the export certificate system (the 
BE system) and the devaluation of the external value 
of the rupiah from the effective export certificate rate 
of Rp 37.85 per U.S. dollar, which had been in force 
since April 18, 1958, to Rp 45 per U.S. dollar (the 
former nominal official rate was Rp 11.40 per US. 
dollar). The exchange tax of 20 per cent on export 
proceeds, introduced under the BE system, has been 
maintained, but the exchange surcharges on import 
payments have been increased somewhat. These range 
from 25 per cent to 200 per cent of the exchange value 
of goods to be imported, depending upon their essen- 
tiality; the old range was from 20 per cent to 175 per 
cent. As formerly, there will be no surcharges on 
imports of ‘rice and certain other essential goods. Out- 
standing import applications are being returned, and 
the issue of new import licenses has been temporarily 
suspended. 

Sources: The Financial Times, London, England, Au- 
gust 25 and 26, 1959; The Journal of Com- 
merce, New York, N.Y., August 25, 26, 
and 27, 1959. 


United States 
U.S. Private Investment Abroad 


U.S. private investors increased their investments 
abroad by $4 billion in 1958, maintaining the high rate 
of the previous two years and raising the total value at 
the beginning of 1959 to $40.8 billion. Direct imvest- 
ments rose by $1.8 billion, considerably less than in 
the two previous years, as new outlays in the petroleum 
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industry were sharply reduced; but net purchases of 
securities rose to a record $1.25 billion, and banks 
added $500 million to their credits abroad. The value 
of outstanding foreign securities (mainly Canadian and 
European equities) held by U.S. investors rose by 
about $500 million during the year. In the first half 
of 1959, the outflow of private capital was about one- 
third less than during the comparable 1958 period. 
Direct investments rose a little, but U.S. purchases of 
bonds and credit extensions by banks fell considerably, 
reflecting rising interest rates in the U.S. market. 

New investments in the petroleum industry abroad 
in 1958 were less than half the 1957 extraordinary 
figure of $1.7 billion, with most of the decline occurring 
in Latin America. New manufacturing investments in 
Latin America and Canada fell considerably, and de- 
creases in the United Kingdom were also reported. But 
in the Common Market countries, especially in France, 
the Federal Republic of Germany, and Italy, increases 
occurred. Data for 1959 indicate a substantial rise in 
investments in Europe. 

In 1958, for the first time since 1953, earnings from 
U.S. investment abroad were below those in the pre- 
vious year. The fall of 9 per cent reflected lagging 
economic activity in many areas and the imposition of 
additional taxes. The decline in earnings from direct 
investments was mainly in the petroleum industry; for 
indirect investments, however, a growing volume of 
portfolio investments, coupled with somewhat higher 
yields on new bond issues, caused earnings to rise 
slightly in 1958. Dividend payments from direct invest- 
ments abroad increased somewhat, despite a fall in 
earnings, so that undistributed profits of foreign sub- 
sidiaries declined in 1958 by 25 per cent, to $750 
million. 

Source: Department of Commerce, Press Release OBE 
59-65, Washington, D.C., August 25, 1959. 


Other Countries 
South African Gold Output and Sales 


Gold production by South African mines continued 
to rise in June, attaining a new record of 1,699,968 
fine ounces, or 27,607 fine ounces more than in May. 
Total gold production in the first six months of 1959 
thus increased to 9,672,395 fine ounces, valued at 
£SA 120.41 million, compared with 8,565,518 fine 
ounces, valued at £SA 106.51 million, in the corre- 
sponding half-year of 1958. 

The number of workers employed by the Witwaters- 
rand Native Labour Association Limited was 383,903 
in June, compared with 334,882 a year earlier. 

Sales of South African gold bars under the facilities 
announced last April for sales to private buyers outside 
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the sterling area (see this News Survey, Vol. XI, 
pp. 348 and 364, and Vol. XII, p. 40) were reported 
in August to have reached £7,850,000. This is approxi- 
mately 6 per cent of the total value of gold production 
since the first sales were made on May 8. 


Sources: The Standard Bank of South Africa Limited, 
The Standard Bank Review, August 1959, 
and The Times, August 29, 1959, London, 
England. 


Wool Sales in South Africa 


Provisional estimates of the results of the 1958-59 
wool selling season (September-June) in the Union of 
South Africa place the weight of wool sold at 293.2 
million pounds, compared with 282.5 million pounds 
in 1957-58. Since the average price declined to 32.9d. 
per pound, from 44.05d. per pound in 1957-58, total 
proceeds of South African wool sold in the 1958-59 
season was reduced to £SA 40.2 million, from £SA 51.9 
million a year earlier. The United Kingdom continued 
to be the principal buyer of South African wool, 
although shipments of greasy wool to the United States 
in 1958-59 were more than double those in 1957-58. 
Purchases by other major consuming countries, such 
as France, the Federal Republic of Germany, Italy, and 
the U.S.S.R., fell considerably. 


Source: The Standard Bank of South Africa Limited, 
The Standard Bank Review, London, England, 
August 1959. 


Fund Transactions 


The record of Fund transactions published in /nter- 
national Financial Statistics, September 1959, shows the 
following purchases in June under stand-by arrange- 
ments: Argentina, $3 million; Bolivia, $250,000; 
Chile, $600,000; and Haiti, $167,000. Brazil repur- 
chased the equivalent of $20.5 million, and the Philip- 
pines the equivalent of $2.5 million. 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment or opinion. Therefore any views 
expressed are taken from the sources quoted and are not 
necessarily those of the Fund. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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